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In the modern market economy, the financial system is in the core position of 
resource allocation and macro-regulation; throughout the world, the truth is that the 
more developed an economy is, the better its financial system runs. During the "Twelfth 
Five Year Plan", our government put forward the strategy of “Transforming the Mode 
of Economic Development and Industrial Upgrading” and this year President Xi 
proposed the idea of “supply-side reforms”; in order to make full use of financial system 
in economic regulatory and shifting the growth model, the general office of the State 
Council proposed suggestions on how should the finance support the economic 
transformation and restructuring. In the stage of "New Normal Era", this paper 
empirically tests the correlation between financial development and economic growth. 
So it has certain practical significance. 
By the methods of theoretical research and quantitative research, this paper 
explored the correlation between financial development and economic growth and the 
causal relationship between them. In the part of the correlation test, firstly this paper 
statistically described the economic and financial development differences between the 
provinces and their changes over time; then, according to the basic endogenous 
economic growth model -- AK model, it concluded that in the equilibrium condition the 
finance influences economic growth in three ways -- the marginal output of capital, 
savings rate, savings conversion rate. This paper tested this hypothesis using provincial 
panel data. In the part of causality test, this paper learned from the “Information 
Asymmetry Theory” that financial development will reduce the cost of corporates’ 
external financing. Using the data of listed companies, we tested this hypothesis, and 
the result confirmed the suspect that development is the cause of economic growth. 
The results of this study showed that: (1) there is a significant positive correlation 
between financial development and economic growth. (2) the increase in real interest 
rate will promote economic growth, which indicates that there is financial repression in 
China's economic system. (3) with the improvement of the financial development, the 















that the financial system promotes the economic growth by providing the enterprises 
facilities in external financing. 
According to the conclusion of the study, this paper proposed the following policy 
recommendations: (1) improve the financial system of our country, to make full of 
financial system in promoting economic growth and adjusting of industrial structure; 
(2) accelerate the marketization of interest rate and improve the real interest rate, that 
will enhance financial intermediation’s ability of gaining savings and mobilizing 
financial resources; (3)give more support to the development of small - micro finance, 
solve the external financing difficulties of small - micro enterprises and start-ups; 
encourage entrepreneurship and innovation. 
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